N O = W N -

N

10

11
12

House of Representatives

General Assembly File No. 223

February Session, 2006 Substitute House Bill No. 5797

House of Representatives, March 29, 2006

The Committee on Commerce reported through REP. BERGER
of the 73rd Dist., Chairperson of the Committee on the part of
the House, that the substitute bill ought to pass.

AN ACT CONCERNING DIGITAL MEDIA AND MOTION PICTURE
DEVELOPMENT IN THE STATE.

Be it enacted by the Senate and House of Representatives in General
Assembly convened:

Section 1. (NEW) (Effective July 1, 2006) (a) There is established the
Connecticut Office of Digital Media and Motion Pictures. Such office
shall be within the Connecticut Commission on Culture and Tourism.
The office shall be administered by an executive director, who shall be
appointed by the Connecticut Digital Media and Motion Picture

Commission established pursuant to section 4 of this act.

(b) The Connecticut Commission on Culture and Tourism shall
provide resources necessary for the office to perform its tasks under
the provisions of sections 2, 3, 9 and 10 of this act.

(c) The office shall have the following powers and duties:

(1) To promote the use of Connecticut locations, structures, facilities
and services for the production and post-production of all digital
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media, motion pictures and any other media-related products;

(2) To provide support services to visiting and in-state production
companies, including assistance to digital media and motion picture
producers in securing permits from state agencies, authorities or
institutions or municipalities or other political subdivisions of the

state;

(3) To develop and update an on-line resource library concerning

the many possible state sites which are suitable for production;

(4) To develop and update an on-line and printed production

manual of available facilities and services in the state;

(5) To conduct and attend trade shows and production workshops

to promote Connecticut locations and facilities;

(6) To implement the tax credits provided for in sections 8 to 10,

inclusive, of this act;

(7) To formulate and propose guidelines for state agencies for a "one
stop permitting" process, for matters including, but not limited to, the
use of state roads and highways, the use of state-owned real or
personal property for production activities and the conduct of
regulated activities, and to hold workshops to assist state agencies in

implementing such process;

(8) To formulate and recommend to municipalities model local
ordinances to assist production activities, including, but not limited to,
"one stop permitting" of digital media, motion picture and other
production activity to be conducted in a municipality, and to hold

workshops to assist municipalities in implementing such ordinances;

(9) To accept any funds, gifts, donations, bequests or grants of funds
from private and public sources for the purposes of the activities
relating to the Connecticut Office of Digital Media and Motion
Pictures;
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(10) To request and obtain from any state agency, authority or
institution or any municipality or other political subdivision of the
state such assistance and data as will enable the office to carry out the
purposes of the activities relating to the Connecticut Office of Digital
Media and Motion Pictures;

(11) To assist and promote cooperation among all segments of
management and labor that are engaged in the activities of the

Connecticut Office of Digital Media and Motion Pictures; and

(12) To take any other administrative action which may improve the
position of the state's digital media and motion picture production

industries in national and international markets.

(d) On or before January 15, 2007, and annually thereafter, the
executive director of the Connecticut Office of Digital Media and
Motion Pictures shall submit a report to the Connecticut Digital Media
and Motion Picture Commission and to the General Assembly on the
activities of the office and the estimated direct and indirect economic
impact of all digital media, motion pictures and related production
activity in the state, during the preceding calendar year. Each report
shall also include an analysis of the impact on the state of each

qualified production, as defined in section 8 of this act.

Sec. 2. (NEW) (Effective July 1, 2006) Notwithstanding any provision
of the general statutes, each state agency, department or institution
issuing a request for proposals for any digital media, motion picture or
related production activity shall, at the time of such issuance, transmit
a copy of such request for proposals to the Connecticut Office of
Digital Media and Motion Pictures. The Connecticut Commission on
Culture and Tourism shall notify the executive head of each state

agency of the requirements of this section.

Sec. 3. (Effective July 1, 2006) There is established an account within
the General Fund to be known as the "Connecticut Office of Digital
Media and Motion Pictures account". Any funds received by the state
as the result of an activity originated or sponsored by the Connecticut
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Office of Digital Media and Motion Pictures, including, but not limited
to, advertising revenue or payments from film premieres or screenings,
or other film or video products, shall be deposited in the account. All
moneys in said account shall be held separate and apart from all other
moneys, funds and accounts. Investment earnings from any moneys in
the account shall be credited to the account and shall become part of
the assets of the account. Any balance remaining in the account at the
end of any fiscal year shall not lapse and shall be available for use for
the fiscal year next succeeding. Any moneys in said account shall be
used by the Connecticut Office of Digital Media and Motion Pictures to
carry out activities relating to the office.

Sec. 4. (NEW) (Effective July 1, 2006) (a) There is established a
Connecticut Digital Media and Motion Picture Commission. The
commission shall be within the Connecticut Commission on Culture

and Tourism.
(b) The commission shall consist of the following members:

(1) Five appointed by the Governor, two of whom shall be either
broadcasting executives, attorneys with broadcasting, digital media or
motion picture production experience, corporate communications
executives, executives of advertising agencies that produce digital
media or motion picture projects, or executives of audio or
postproduction facilities relating to digital media and motion pictures,
and three of whom shall be other professionals whose primary
occupation and experience relates directly to the production of digital

media or motion pictures;

(2) Two appointed by the president pro tempore of the Senate, one
of whom shall be a digital media or motion picture producer and one
of whom shall be either a broadcasting executive, an attorney with
broadcasting, digital media or motion picture production experience, a
corporate communications executive, an executive of an advertising
agency that produces digital media or motion picture projects, or an
executive of an audio or postproduction facility relating to digital

media and motion pictures;
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(3) One appointed by the majority leader of the Senate, who shall be

a digital media or motion picture producer;

(4) One appointed by the minority leader of the Senate, who shall be

a director, writer or a performer in digital media or motion pictures;

(5) Two appointed by the speaker of the House of Representatives,
one of whom shall be a working professional in the digital media or
motion picture production field and one of whom shall be another
professional whose primary occupation and experience relates directly

to the production of digital media or motion pictures;

(6) One appointed by the majority leader of the House of
Representatives, who shall be a director, writer or performer in the

digital media and motion picture production fields; and

(7) One appointed by the minority leader of the House of

Representatives, who shall be a representative of academia.

(c) The Governor shall appoint from among the members of the
commission a chairperson who shall serve at the pleasure of the

Governor.

(d) The term of each appointed member of the commission
beginning on or after July 1, 2006, shall be coterminous with the term
of the appointing authority or until a successor is chosen, whichever is
later. Vacancies shall be filled by the appointing authority.

(e) The members of the commission shall receive no compensation
for their services but shall be reimbursed for any necessary expenses

incurred in the performance of their duties.

(f) The commission shall organize itself in such a manner as it
deems desirable and necessary. Seven members of the commission
shall constitute a quorum and the affirmative vote of a majority of the
members present at a meeting shall be necessary to take any action or

adopt any motion or resolution.
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Sec. 5. (NEW) (Effective July 1, 2006) The commission shall:

(1) Monitor the activities of the Connecticut Office of Digital Media
and Motion Pictures and make recommendations to the executive
director to improve state services for the state's digital media and

motion picture production industries;

(2) Make recommendations to the Governor, the General Assembly
and state agencies concerning administrative actions which it deems

necessary or helpful to improve such industries;

(3) Appoint the executive director of the Connecticut Office of
Digital Media and Motion Pictures. The executive director shall have
substantial experience in the film, video and media fields and shall be
exempt from the classified service. The commission shall design and
implement job evaluation criteria for the executive director. The
commission shall propose job evaluation criteria for the following
positions in such office: (A) Production coordinator, (B) location
specialist, (C) tax credit administrator, (D) marketing and business
developer, (E) administrative associate, (F) administrative assistant,
(G) a work force development coordinator, and (H) any other positions
relating to the facilitation or implementation of the activities of the
Connecticut Office of Digital Media and Motion Pictures. Some of such

positions may be exempt from the classified service;

(4) Identify and make recommendations to state agencies and
municipalities on revision to actions or procedures which may have a
negative impact on digital media and motion picture production in the
state or that may appear to discourage or impose unnecessarily costly

burdens on such production in the state; and

(5) Assist and advise the Connecticut Office of Digital Media and
Motion Pictures.

Sec. 6. (NEW) (Effective July 1, 2006) On or before January 31, 2007,
and annually thereafter, the commission shall make a report on the

activities of the commission to the Governor, the General Assembly
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and the joint standing committees of the General Assembly having
cognizance of matters relating to commerce and finance, revenue and
bonding. The report shall include a summary of the activities of the
commission for the preceding year, a copy of the report submitted to
the commission by the executive director of the Connecticut Office of
Digital Media and Motion Pictures and any recommendations for
legislation as may be necessary to promote the purposes of sections 1

to 10, inclusive, of this act.

Sec. 7. (NEW) (Effective July 1, 2006) The Connecticut Commission
on Culture and Tourism, with the advice of the Connecticut Digital
Media and Motion Picture Commission, shall adopt regulations, in
accordance with the provisions of chapter 54 of the general statutes, to

carry out the provisions of sections 1 to 10, inclusive, of this act.

Sec. 8. (NEW) (Effective from passage and applicable to taxable years
commencing on or after January 1, 2006) As used in this section and
sections 9 and 10 of this act:

(1) "Qualified production" means the process of producing any type
of entertainment content which shall include motion pictures;
documentaries; long-form specials, mini-series, series, music videos
and interstitials; television programming; interactive television;
interactive games; videogames; commercials; infomercials and any
format of digital media created primarily for distribution or exhibition
to the general public. The term "qualified production" includes any
trailer, pilot, video teaser or demo created primarily to stimulate the
sale, marketing, promotion or exploitation of future investment in
either a product or a qualified production by any means and media in
any digital media format, film or videotape, provided such program
meets all the criteria of a qualified production. The term "qualified
production" shall not include (A) any ongoing production created
primarily as news, weather or financial market reports, except for an
initial pilot, demo or prototype presentation or informational series
programming relating to any qualified production, or (B) any

production containing obscene material or performances.
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(2) "Eligible production company" means a corporation, partnership,
limited liability company or other business entity engaged in the
business of producing qualified productions on a one-time or ongoing
basis and qualified by the Secretary of the State to engage in business
in the state.

(3) "Eligible development and production costs" means all cash
expenditures relating to a qualified production, in whole or in part in
the state, relating to development, preproduction, production and
postproduction costs of a qualified production including: (A)
Expenditures for optioning or purchase of any intellectual property,
including, but not limited to, books, scripts, music or trademarks
relating to the development or purchase of a script, screenplay or
format, provided (i) the holder of the intellectual property is either a
company authorized to do business in the state or an individual who is
a resident of the state of Connecticut, (ii) seventy-five per cent of the
qualified production based on the intellectual property is produced in
the state, and (iii) the development costs are less than thirty-five per
cent of the actual cash expenditures within the budget allocated for the
production of the qualified production in the state. Such costs shall
include all expenditures generally associated with the optioning or
purchase of intellectual property, including option money, agent fees
and attorney fees relating to the transaction and shall exclude any and
all deferrals, deferments, royalties, profit participation or recourse or
nonrecourse loans which the eligible production company may
negotiate in order to obtain the rights to the intellectual property; (B)
expenditures in the form of either compensation or purchases paid
directly to individuals or companies authorized to do business in the
state, including, but not limited to, production work, production
equipment, production software, all postproduction work,
postproduction equipment, postproduction software, set design, set
construction, props, lighting, wardrobe, makeup, makeup accessories,
special effects, visual effects, audio effects, film processing, music,
sound mixing, editing, location fees, soundstages and any and all other
costs or services directly incurred in the state in connection with a

state-certified qualified production. "Eligible development and
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production costs" shall not include the following: (i) Media buys,
promotional events or gifts or public relations associated with the
promotion or marketing of any qualified production, (ii) deferrals or
deferments leveraged or profit participation costs relating to any and
all personnel associated with any and all aspects of the production,
including, but not limited to, producer fees, director fees, talent fees
and writer fees, and (iii) costs relating to the transfer of the production
tax credits and any amounts paid to persons or businesses as a result
of their participation in profits from the exploitation of the qualified
production. "Eligible development and production costs" shall include
(I) any and all preproduction, production or postproduction costs
relating to the creation of trailers, marketing videos, commercials,
point-of-purchase videos and any and all content created on film or
digital media, including the duplication of films, videos, CDs, DVDs
and any and all digital files now in existence and those yet to be
created for mass consumer consumption, and (II) the purchase, by a
company in the state, of any and all equipment relating to the
duplication or mass market distribution of any content from within the
state by any digital media format which is now in use and those

formats yet to be created for mass consumer consumption.

(4) "State certified production" means a qualified production
produced by an eligible production company that is in compliance and
is authorized to conduct business in the state, and that has been
approved by the Connecticut Office of Digital Media and Motion
Pictures as qualifying for a production tax credit under sections 9 and
10 of this act.

Sec. 9. (NEW) (Effective from passage and applicable to taxable years
commencing on or after January 1, 2006) (a) (1) An eligible production
company producing a qualified production shall be allowed a
production tax credit against the tax imposed under chapter 208 of the
general statutes as follows: (A) For a qualified production incurring at
least fifty thousand dollars of eligible production and development
costs, a credit of twenty-five per cent of such costs, and (B) for a

qualified production incurring at least one million dollars of eligible

sHB5797 / File No. 223 9
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production costs, a credit of thirty per cent of such costs. Any credit
under this subdivision shall be applied within three years of issuance
and may be sold, assigned or otherwise transferred, in whole or in

part, to one or more taxpayers except where otherwise noted.

(2) A company or individual investors reinvesting revenue derived
from a qualified production in another qualified production shall be
eligible for a production tax credit in an amount equal to fifty per cent
of the actual reinvestment, not exceeding their initial investment. Any
credit under this subdivision shall be nontransferable, and may not
exceed the taxes due from such company or invested in the year that

they are applied.

(3) The production tax credit allowed under this subsection shall be
against the actual tax for the taxable year in which final certificate for
the state-certified production is made by the Connecticut Office of

Digital Media and Motion Pictures pursuant to section 10 of this act.

(4) Any production tax credit allowed under this subsection is
nonrefundable and any such credit not applied in any year may be
carried forward and used to offset the tax under chapter 208 of the
general statutes in the succeeding three years, except where otherwise

provided.

(b) (1) An eligible production company producing a qualified
production shall be allowed a wage tax credit against the tax imposed
under chapter 208 of the general statutes in an amount equal to fifty
per cent of the per cent of Connecticut residents employed on a

qualified production.

(2) Any wage tax credit allowed under this section is nonrefundable,
nontransferable and may be carried over a three-year period from the
date that credits are authorized and may not exceed the tax liability of

the eligible production company in the year in which they are applied.

Sec. 10. (NEW) (Effective from passage and applicable to taxable years
commencing on or after January 1, 2006) (a) The Connecticut Office of

sHB5797 / File No. 223 10
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Digital Media and Motion Pictures shall establish and administer a
certification process for eligible production companies to claim the
production tax credit and wage tax credit allowed under section 9 of
this act.

(b) Upon receipt of a production budget for a production
demonstrating that such production meets the requirements of section
9 of this act, the Connecticut Office of Digital Media and Motion
Pictures shall issue an initial certification of the production as a
qualified production of an eligible production company. The initial
certification shall include a unique certificate number for each
qualified production and shall indicate that the certification is subject
to a final certification by the Connecticut Office of Digital Media and
Motion Pictures upon completion of the production.

(c) Not more than six months after completion of the qualified
production, the eligible production company shall submit a detailed
list of the eligible production costs for the qualified production to the
Connecticut Office of Digital Media and Motion Pictures. The office
shall review such eligible production costs and, after verifying that
such costs meet the requirements of section 9 of this act, issue a final
certification of the qualified production to the eligible production

company.

(d) If a taxpayer sells, assigns or otherwise transfers a production
tax credit to another taxpayer, the transferor and the transferee shall
jointly submit written notification of such transfer to the Connecticut
Office of Digital Media and Motion Pictures not more than thirty days
after such transfer. The notification shall include the certificate
number, the date of the transfer, the amount of the production tax
credit transferred, the production tax credit balance before and after
the transfer, the tax identification numbers for both the transferor and
the transferee, and any other information required by the Connecticut
Office of Digital Media and Motion Pictures.

(e) Any tax credit under this section not used by a production

company shall be recaptured in accordance with regulations adopted

sHB5797 / File No. 223 11



333
334
335
336
337

338
339
340
341
342

sHB5797 File No. 223

under subsection (f) of this section, except that any amount of such
recaptured credit has not been paid to the Commissioner of Revenue
Services on or before the due date, such amount shall bear interest at
the rate of one per cent per month or fraction thereof from such due
date to the date of payment.

(f) The Connecticut Office of Digital Media and Motion Pictures
shall adopt regulations in accordance with the provisions of chapter 54
of the general statutes to implement this section. Such regulations shall
include provisions to applications for a certificate and for recapture of

any unused production tax credit.

This act shall take effect as follows and shall amend the following
sections:
Section 1 July 1, 2006 New section
Sec. 2 July 1, 2006 New section
Sec. 3 July 1, 2006 New section
Sec. 4 July 1, 2006 New section
Sec. 5 July 1, 2006 New section
Sec. 6 July 1, 2006 New section
Sec. 7 July 1, 2006 New section
Sec. 8 from passage and New section
applicable to taxable years
commencing on or after
January 1, 2006
Sec. 9 from passage and New section
applicable to taxable years
commencing on or after
January 1, 2006
Sec. 10 from passage and New section
applicable to taxable years
commencing on or after
January 1, 2006
CE Joint Favorable Subst.

sHB5797 / File No. 223
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The following fiscal impact statement and bill analysis are prepared for the benefit of members of the
General Assembly, solely for the purpose of information, summarization, and explanation, and do not

represent the intent of the General Assembly or either House thereof for any purpose:

—
OFA Fiscal Note

State Impact:
Agency Affected Fund-Effect FY 07 $ FY 08 $
Commission Culture and Tourism | GF - See Below See Below
Cost/Revenue
Department of Revenue Services | GF - Revenue See Below See Below
Loss
Department of Revenue Services | GF - Cost 70,000 None

Note: GF=General Fund
Municipal Impact: None

Explanation

Tax Credits

Establishing corporation business tax credits for digital media and
motion picture developed in Connecticut will result in a revenue loss
to the degree that such activities occur in the state. However, it should
be noted that without these tax credits the production companies
might not choose to shoot in Connecticut so the state would not have

the opportunity to collect the revenue.

It is anticipated that the Department of Revenue Services will need
$70,000 to cover one-time computer programming costs in FY 07 to
incorporate the new tax credit program into the agency’s integrated tax

administration system.

Further Explanation

While the number and budget of future in-state productions cannot
be determined, the table below illustrates the potential impact of a

$10.0 million production. The information is based on an analysis

sHB5797 / File No. 223 13
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prepared by the Rhode Island legislature on a 2005 bill! with similar
provisions. It shows that such a production could result in a net loss of

$3.5 million in state revenue.

Projected Impact of a $10 million Digital Media or Movie Production

Estimated Revenue Resulting From an Increase in Gross State Product

Increase in CT Gross State Product (GSP) 1 $16,500,000

Ratio of Tax Revenues to GSP 2 7.10%
Revenue Gain from increase in GSP $1,171,500
Estimate Revenue Gain from an Increase in Earnings
Increase in-state earnings 3 $3,856,000
Ratio of Income Tax Revenue to Earnings * 6.82%
Income Tax Revenue Gain $262,979

Total Revenue Gain for General Fund Taxes  $1,434,479

Estimated Revenue Loss from Motion Picture Tax Credits 5

Production Tax Credit (30%) $3,000,000
Wage Credit (50%) 2,000,000
Revenue Loss for Motion Picture Tax Credits  $5,000,000
Estimated Net Revenue Loss $3,565,521
Notes:

The figure assumes the impact of a $10 million production will be about the
same as it is in Rhode Island. Rhode Island estimates that a $10 million
production would produce $16.5 million in gross state product (GPS). Rhode
Island’s estimate was derived by using the Bureau of Economic Analysis (BEA)
Regional Input-Output Modeling System (RIMS II) for Rhode Island.

The ratio of tax revenues to gross state product (GSP) shows total General Fund
revenue expected in FY 06 as a percentage of CT’s GSP.

The figure assumes the impact of a $10 million production will be about the
same as it is in Rhode Island. Rhode Island estimates that a $10 million
production would produce $3.8 million in additional earnings. Rhode Island’s
estimate was derived by using the Bureau of Economic Analysis (BEA) Regional
Input-Output Modeling System (RIMS II) for Rhode Island

1 In 2005, Rhode Island enacted H 6201, An Act Relating to Film and Television Tax
Credit. The act provides tax credits for investing, producing, and hiring state
residents for the production of motion pictures.

sHB5797 / File No. 223 14
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The ratio of Income Tax Revenues to Earnings is the ratio of personal income tax
revenue anticipated in FY 06 to CT’s total wage base.

The figures do not include the impact of reinvestment tax credits. If a production
qualifies for reinvestment tax credits, the revenue loss would be higher.

The bill establishes the Connecticut Office of Digital Media and
Motion Pictures (the office) within the Connecticut Commission on
Culture and Tourism (CCCT). The CCCT currently has many of the
same powers and duties for films and media related products as the
bill assigns to the new office. The bill requires the CCCT to provide
necessary resources for new notification requirements, new tasks
related to the new account within the General Fund, and the tax credit
program established in the legislation. The CCCT does not have

resources to carry out the new requirements.

The bill also provides that the funds deposited within the non
lapsing account established in the bill, the “Connecticut Office of
Digital Media and Motion Pictures account” are to be used to carry out
the office’s activities. These monies are comprised of advertising
revenues, payments from film or video products, or investment
earnings. It is not anticipated that the revenues that will be credited to
the account will be sufficient to fund the requirements within the bill.

Initial revenue is anticipated to be minimal.

The bill requires that an executive director be appointed to head the
office and that additional positions include: a production coordinator,
a location specialist, a tax credit administrator, a marketing and
business developer, an administrative associate, an administrative
assistant, a work force development coordinator, and any other
positions relating to the programs of the office. It is estimated that
approximately $200,000 in additional funds would be required to hire
the identified positions in FY 07 plus additional costs for fringe
benefits? and an additional $80,000 in associated other expenses for

2 The fringe benefit costs for state employees are budgeted centrally in the
Miscellaneous Accounts administered by the Comptroller. The estimated first year

sHB5797 / File No. 223 15
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promotional and marketing activities, the web based location data base
and the economic impact study. These costs reflect the net increase
over current funds available within CCCT that are used for these

purposes.

The bill also creates a 13 member Connecticut Digital Media and
Motion Picture Commission, within CCCT, to oversee the office. CCCT
must provide the Commission with the resources to carry out its
duties. The members are to be reimbursed for necessary expenses. No

resources are provided to CCCT for these purposes.

The Out Years

The fiscal impact of the tax provisions will depend on the success
that this bill has on attracting productions to Connecticut but could be
very significant given the increase in production activity other states

have experienced with similar tax incentives.

The annualized ongoing costs identified above would continue into

the future subject to inflation.

fringe benefit rate as a percentage of payroll is 23.6%, effective July 1, 2005. The first
year fringe benefit costs for new positions do not include pension costs. The state's
pension contribution is based upon the prior year's certification by the actuary for the
State Employees Retirement System (SERS). The SERS 2005-06 fringe benefit rate is
34.7%, which when combined with the non pension fringe benefit rate would total
58.3%.

sHB5797 / File No. 223 16
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OLR Bill Analysis
sHB 5797

AN ACT CONCERNING DIGITAL MEDIA AND MOTION PICTURE
DEVELOPMENT IN THE STATE.

SUMMARY:

This bill establishes corporation tax credits for producing films and
digital media in Connecticut. It allows credits for (1) qualifying film
and digital media production, preproduction, and postproduction
expenses; (2) reinvesting revenue from one qualified production in
another; and (3) wages paid on qualifying productions. The
production expense credit can be sold or transferred; the others cannot.

All may be carried forward for up to three years.

The bill creates the Connecticut Office of Digital Media and Motion
Pictures (i.e., the office) to promote Connecticut as a venue for
producing films and digital media and to administer and approve
applicants for the tax credits. It establishes a separate, nonlapsing
account within the General Fund to fund the office. The bill also
creates a 13-member Connecticut Digital Media and Motion Picture
Commission (i.e, the commission), appointed by the governor and
legislative leaders, to oversee the office. Both the commission and the
office are within the Connecticut Commission on Culture and Tourism
(CCCT), which must provide them with the resources they need to

carry out their duties.

EFFECTIVE DATE: The tax credits are effective on passage and
apply to tax years starting on or after January 1, 2006. The remaining

provisions are effective July 1, 2006.

CONNECTICUT OFFICE OF DIGITAL MEDIA AND MOTION
PICTURES

§ 1 - Powers and Duties

sHB5797 / File No. 223 17
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The bill establishes the office within the CCCT. It gives the office

most of the same duties that current law, which the bill does not

change, assigns to the CCCT. The bill requires the office to:

1.

promote Connecticut locations, structures, facilities, and
services for production and postproduction of movies, digital

media, and other media-related products;

support visiting and Connecticut production companies and
help producers to get permits from the state, municipalities, and
other government entities;

develop and update an on-line resource library of state sites
suitable for production and an on-line and printed production
manual of available facilities and services in Connecticut;

conduct and attend trade shows and production workshops to
promote Connecticut locations and facilities;

administer the bill’s tax credits;

develop and propose guidelines for, and hold workshops to
help state agencies implement, a one-stop permitting process for
such things as using state roads and highways and state-owned

property for productions and conducting regulated activities;

develop and recommend to municipalities, and hold workshops
on, model local ordinances for helping production activities,

including one-stop permitting for such activities;

accept public and private gifts, funds, donations, bequests, and
grants for its activities;

ask state agencies and authorities, municipalities, and other
state political subdivisions for help and data that will enable the

office to carry out its duties;
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10. help and promote cooperation among management and labor

engaged in the office’s activities; and

11. take any other administrative action to improve the position of
Connecticut’s digital media and film production industries in
national and international markets.

(COMMENT: The bill does not eliminate an existing statute that
gives the CCCT many of the same powers and duties for films and

other media-related products as the bill assigns to the new office (CGS
§ 10-417)).

§ 5 (3) - Executive Director and Other Personnel

The bill requires the office to be headed by an executive director
appointed and evaluated by a new Commission on Digital Media and
Motion Pictures that the bill also creates (see below). The executive
director position is exempt from the classified service. The executive

director must have substantial experience in the film, video, and media
fields.

The bill also requires the office to have the following additional
positions (1) production coordinator, (2) location specialist, (3) tax
credit administrator, (4) marketing and business developer, (5)
administrative associate, (6) administrative assistant, (7) workforce
development coordinator, and (8) any other position to facilitate or
implement the office’s activities. The bill allows “some” of these
positions to be exempt from classified service. (COMMENT: The bill
does not specify how many or which of the positions are exempt or

who decides.)

§ 1 (d) - Annual Report

Starting January 15, 2007, the executive director must submit an
annual report to the Digital Media and Motion Picture Commission
and the General Assembly on the office’s activities and the estimated
direct and indirect economic impact of all production activities in the
state during the previous year. The report must also analyze the

impact of each qualified production (see § 8 below) on the state.
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§ 2 - State Agency Productions

The bill requires any state agency or institution that issues a request
for proposals for film, media, or related production activity to send a
copy to the office. The CCCT must notify state agency executive heads
of the requirement.

§ 3 - Office of Digital Media and Motion Pictures Account

The bill establishes a separate account in the General Fund to hold
any funds the state receives from activities the office originates or
sponsors, including advertising revenue and payments from film
screenings or premieres or from other film or video products.
Investment earnings on the money in the account must also be credited
to it. The office must use the money to carry out its activities. Any
balance remaining at the end of a fiscal year does not lapse but must be

carried forward to the following year and used for the same purposes.

CONNECTICUT DIGITAL MEDIA AND MOTION PICTURE
COMMISSION
§ 4 - Members and Appointments

The bill establishes a 13-member commission within the CCCT. The

governor and legislative leaders appoint the members as shown below.

Member(s)| Appointed by Qualifications

2 Governor Any of the following:

*  broadcasting executive

* attorney with broadcasting, digital media, or
movie production experience

* corporate communications executive

» executive of advertising agency that produces
digital media or movie projects

» executive of audio or postproduction facility
related to movies and digital media

3 Governor Other professionals whose primary occupation
and experience relates directly to production of
digital media or movies

1 Senate president |Digital media or movie producer
pro tempore

1 Senate president | Any of the following:
pro tempore *  broadcasting executive

*  attorney with broadcasting, digital media, or
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Member(s)| Appointed by Qualifications

movie production experience

* corporate communications executive

* executive of advertising agency that produces
digital media or movie projects

* executive of audio or postproduction facility
related to movies and digital media

1 Senate majority | Digital media or movie producer
leader
1 Senate minority | Director, writer, or performer in digital media or
leader movies
1 House speaker Working professional in digital media or movie
production field
1 House speaker Other professional whose primary occupation and

experience relates directly to production of digital
media or movie production

1 House majority | Director, writer, or performer in digital media and
leader movie fields

1 House minority | Representative of academia
leader

From among the members, the governor appoints the commission
chairman, who serves at her pleasure. All other appointees serve
terms that are coterminous with those of their appointing authorities
or until a successor is chosen. Appointing authorities fill any
vacancies. Members are not compensated but must be reimbursed for

necessary expenses.

The bill requires the commission to organize itself as it considers
necessary and desirable. Seven members are a quorum and a majority
vote of those present and voting at a meeting may take any action or

adopt any motion or resolution.

§ 5 - Powers and Duties

The commission must:

1. monitor the office’s activities and recommend to its executive
director ways to improve state services for digital media and

motion picture industries in the state;

2. recommend necessary administrative actions to the governor,
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the legislature, and state agencies;

3. appoint the office’s executive director, design and implement
job evaluation criteria for the executive director, and propose

job evaluation criteria for the office’s other positions;

4. identify and make recommendations to state agencies and
municipalities concerning revisions in actions or procedures
that could have a negative effect on digital media and movie
production or that appear to discourage or impose

unnecessarily costly burdens on production; and
5. advise and help the office.

§ 6 - Annual Report
The bill requires the commission, starting by January 31, 2007, to file

an annual report on its activities with the governor, the General
Assembly, and the Commerce and Finance, Revenue and Bonding
committees. The report must summarize its activities for the previous
year and include a copy of the report from the office’s executive

director and any recommended legislation.

§ 8 - PRODUCTIONS, COSTS, AND COMPANIES ELIGIBLE FOR
TAX CREDITS

§ 8(1) - Qualified Productions

Only qualified productions are eligible for the bill’s tax credits.
These productions can be any type of entertainment production or

content, with specified exceptions. Qualified productions include:
1. movies and documentaries;
2. long-form specials, mini-series, and series;

3. music videos and interstitials (internet advertisements that
appear on or between webpages and require users to click on

them to continue);
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4. television programs and interactive television;
5. interactive games and videogames;
6. commercials and infomercials; and

7. any digital media format created primarily for public viewing
or distribution.

Trailers, pilots, video teasers, and demos are eligible for credits if
they are created primarily to stimulate, the sale, marketing, promotion,
or exploitation of future investment in a “product” or qualified
production. They may be in any digital media format, or on film or
videotape as long “such program” meets all the criteria for a qualified
production.

(COMMENT: (1) The bill does not define the term “product” so it is
not clear what it includes. (2) The reference to “such program” meeting
all requirements of a qualified production is unclear. Presumably, it is
the teasers, pilots, video teasers, and demos that must meet the
qualified production criteria. If so, the requirement appears circular
since the bill does not specify criteria for qualified productions.
Instead, it defines a qualified production by listing included and
excluded types of productions. And it specifically includes teasers,

pilots, video teasers, and demos in its list of qualified productions.)

Productions that contain obscene materials and performances do
not qualify for credits. Ongoing programs created primarily as news,
weather, or financial market reports are also excluded. But an initial
pilot, demo, or prototype presentation of the latter type of show does
qualify, as does any informational programming series relating to a
qualified production.

§ 8 (2) - Eligible Production Company

A company may receive tax credits if it is in the business of
producing one or more qualified productions and the secretary of the

state authorizes it to do business here. It can be organized as a
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corporation, partnership, limited liability company, or any other type
of business entity.

§ 8 (3) - Eligible Development and Production Costs

The bill's tax credits are based on a percentage of eligible
development and production costs for a qualified production. The bill
defines eligible costs as all “cash expenditures” for all phases of a
qualified production from development to post-production, if part
those expenditures are made in Connecticut.

(COMMENT: It is not clear what “cash expenditures” covers. It
could mean any monetary payments or it could mean only those made
with currency.)

Eligible costs include expenses for optioning or buying intellectual
property, such as books, scripts, music, or trademarks, related to

developing or buying a script, screenplay, or format, if:

1. the intellectual property holder is either a Connecticut resident

or company authorized to conduct business in Connecticut;

2. 75% of the production based on intellectual property is
produced in Connecticut; and

3. the cost of developing the intellectual property is less than 35%
of the “actual cash expenditures” in the qualified production’s

budget for production in Connecticut.

Eligible costs for optioning or buying the intellectual property
include all expenses “generally” associated with such a transaction,

including “option money,” and agents’” and attorneys’ fees.
(COMMENT: The bill does not define the term “option money.”)

Other eligible costs are expenses for compensation or purchases
paid directly to people or companies authorized to do business in
Connecticut, including for:
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1. production and postproduction work, equipment, or software;
2. set design and construction;

3. props, lighting, wardrobe, makeup, and makeup accessories;
4. special, visual, and audio effects;

5. film processing;

6. music, sound mixing, and editing;

7. location fees; and

8. soundstages.

Also eligible are costs for (1) other services directly incurred in
Connecticut for a qualified production approved for a credit under the
bill and (2) the purchase, by a company in the state, of equipment for
duplicating or distributing content from within Connecticut for mass
market consumption via any digital media format currently in
existence or later created.

(COMMENT: It is not clear whether 100% of all these covered
expenses must occur in Connecticut. The bill explicitly requires only
that “other” costs and services be directly incurred in Connecticut. On
the other hand, expenses for the items listed in 1-8 above, though if
paid to a company must be paid to one authorized to do business in
Connecticut, could apparently be eligible even if incurred outside the
state. Likewise, payments to individuals for the specified items do not
appear to be restricted to Connecticut in any way since the secretary of

the state does not authorize individuals to do business in the state.)

Finally, the bill makes preproduction, production, and post-
production costs eligible for a credit if they are for creating (1) trailers,
marketing videos, commercials, or point-of-purchase videos or (2)
content on film or digital media, including duplicating films, videos,
CDs, DVDs, or other types of digital files that already exist or are

created in the future for mass consumer consumption.
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The following costs are not eligible:

1. deferrals, deferments, royalties, profit participation, or recourse
and nonrecourse loans that a production company negotiates to
obtain intellectual property rights (nonrecourse loans are loans
where the lender’s only remedy for a borrower’s default is to

foreclose on the loan collateral);

2. media buys, promotional events, gifts, or public relations

associated with promoting or marketing a qualified production;

3. deferral or deferments leveraged or profit participation costs
relating to personnel associated with the production, including

producer, director, talent, and writer fees;
4. transferring production tax credits; and

5. amounts paid to people or businesses because of their profit

participation in the production.

(COMMENT: The phrase “deferral or deferments leveraged” is not
clear, especially when use in conjunction with “personnel.”)

§ 8 (4) - State-Certified Production

The bill defines a “state-certified production” as a qualified

production produced by an eligible production company that is:
1. in compliance,
2. authorized to conduct business in Connecticut, and

3. approved by the state’s digital media and motion picture office

as qualifying for a production tax credit under the bill.

(COMMENT: The bill does not say what a company must be in
compliance with, but presumably it is with the bill’s requirements for

eligible companies and qualified productions.)

TAX CREDITS
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§ 9 (a) (1) - Credit for Production and Development Expenses

The bill gives film and other media production companies
corporation tax credits equal to 25% or 30% of their eligible costs for
qualified productions. The 25% credit applies to a company with at
least $50,000 and the 30% credit to companies with at least $1 million
in eligible costs. A company can sell, assign, or otherwise transfer all

or part of these credits to one or more corporate taxpayers.

(COMMENT: Since a company with at least $1 million of eligible
costs also has at least $50,000 of such costs, it is unclear whether such a
company would receive a credit of 25% for its eligible costs up to $1
million and 30% for those of $1 million or more or if it would receive a
credit of 30% of all its eligible costs.)

§ 9 (a) (2) - Credit for Reinvestment

The bill gives companies or individual investors that reinvest
revenue from one qualified production in another a production tax
credit of 50% of the reinvestment. The credit amount cannot exceed
the initial investment or the amount of taxes due or invested in the

year the credit is applied.

(COMMENT: Although it appears that the reinvestment credit, like
the production expense credit, applies against the corporation tax, the
bill does not explicitly say so. The corporation tax would not apply to
an “individual investor” and this credit is not transferable, so it is not

clear how an individual investor could benefit from the credit. )

§ 9 (b) - Wage Credit

The bill grants eligible production companies a nonrefundable
corporation tax credit for wages the credit percentage is equal to 50%
of the percentage of Connecticut residents employed on a qualified
production. The credit cannot exceed the production company’s tax

liability in the year for which it is applied.

(COMMENT: The bill does not specify whether the percentage
credit is to be applied to all of the wages the production company pays
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or only to wages paid to Connecticut residents. It does not define a
Connecticut resident nor does it establish any standards for their

employment.)

§ 9 - Carry-Forward Periods

The production expense and reinvestment credits (which the bill
refers to collectively as “production tax credits,”) are not refundable
and must be used against corporation tax in the tax year in which the
office issues final certificate for the production. The bill allows the
production credits and the wage credit to be carried forward for three
years. The wage credit may be carried forward from the date the credit

is “authorized.”

(COMMENT: The bill's carry-forward provisions are ambiguous.
The production expense credits must apparently be applied within
three years of “issuance.” But the bill also says that any production
credit not applied in any year can be used to offset taxes in the
succeeding three years. This appears to allow a credit to be used over
more than three years as long as there is a year in which no credit was
used. In addition, it is not clear what the difference is between the date
a credit was issued and the date it was authorized. The former is the
starting date of the carryforward for the production expense credit,

while the latter date applies to the wage credit carryforward.)

TAX CREDIT ADMINISTRATION
§ 10 (a) (c) - Certifying Qualifying Productions and Eligible Costs

The bill requires the office to establish and administer a process for
certifying production companies eligible to claim production and wage
credits under the bill. The office must issue an initial certification
indicating that a production is a qualified production by an eligible
company. It must do this “upon receipt” of a budget for the

production that demonstrates that it meet’s the bill’s requirements.

(COMMENT: It is not clear whether the office must evaluate the
budget since it apparently must issue the eligibility certification as

soon as it receives it.)
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The office must issue a unique certification number for each
qualified production and indicate that it is subject to final certification
upon completion. Within six months after it completes a qualified
production, the eligible production company must submit a detailed
list of eligible production costs to the office. The office must review
the costs and, after verifying that they meet the bill's requirements,

issue a final certification for the production.

§ 10 (d) - Notice of Credit Transfers

If a taxpayer sells, assigns, or otherwise transfers a production tax
credit to another taxpayer, both taxpayers must jointly submit a
written notification to the office within 30 days after the transfer. The
notice must include the credit certification number, transfer date,
amount of the credit transferred, credit balance before and after the
transfer, transferor’s and transferee’s tax identification numbers, and

any other information the office requires

(COMMENT: (1) By using the general term “taxpayer,” in this
subsection, the bill appears to imply that credits could be transferred
not only from an eligible production company to another company,
but also from that transferee to another, and so on. Yet the bill is not
explicit on this point. (2) In this section, the bill speaks of transferring a
“production tax credit.” But, as noted above, the reinvestment tax
credit, which under the bill also appears to be a production tax credit,

is not transferable.)

§ 10 (e) - Credit Recapture

The bill requires the office to recapture any production tax credits a
production company does not use. The recapture must be according to
a schedule the office adopts in regulations. It imposes interest at the

rate of 1% per month on late payments of recaptured credits.

(COMMENT: The bill does not explicitly exclude from the
recapture requirement the credits a production company did not use
because it transferred them.)

§§ 7 & 10(f) - REQUIRED REGULATIONS
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The bill requires the CCCT, with the digital media and motion
picture commission’s advice, to adopt regulations to carry out its
provisions. It also requires the office to adopt regulations on tax credit
certification and administration, including an application procedure

and procedures for recapturing unused production tax credits.

(COMMENT: These regulation requirements appear to overlap in
that the bill requires both the CCCT and the office to adopt
implementing regulations for the tax credits.)

COMMENT

The bill has several ambiguous provisions, particularly in the
sections establishing the tax credits (§§ 8-10). Comments on the bill are

interspersed with the analysis above and all are labeled.

COMMITTEE ACTION

Commerce Committee

Joint Favorable Substitute
Yea 29 Nay 0 (03/14/2006)

sHB5797 / File No. 223 30



